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Dear Stockholder 


For more than a year your Company has been engaged in a program to reshape its 
operations into a new base for growth and profitability. 

On June 30, 1961 we closed our fiscal year. It is the first time in KAY’S 45-year 
history that the Company, as a consolidated group, lost money. This came about 
through a series of circumstances, the most important being that a number of stores 
were located in extremely distressed economic areas. It doesn’t mean, however, that 
all Kay Stores lost money, for of course they did not. 

To convey some of the details behind the attached Annual Statement, I think it 
appropriate to point out the following: 

1 . During the fiscal year we closed 13 stores which lost considerable money. In that 

same period we opened six new Kay Stores, acquired one through consolida¬ 
tion, and relocated three stores within their areas. While the volume in Kay 
Stores alone fell approximately from $24,000,000 to about $19,000,000, 
losses were minimized by the closing of 13 unprofitable units. As a result, 
it is felt that with more earning stores remaining, it will give us considerable 
opportunity for the ensuing year. 

2. The Kay Retail Stores (part of Kay Jewelry Stores, Inc.) in and of themselves 

did not lose very much money on operations. 

3. The major portion of the losses accumulated (approximately $373,000) came 

about as a result of our venture in a completely new merchandising program. 
Change is ever present in shopping habits, popular tastes, and neighbor¬ 
hood characteristics, but in very recent years this process has been greatly 
accelerated. We have had to establish a policy and pattern which enables 
us to adjust to current trends. 

Last year I wrote you about our entry into discount department stores by way 
of leased departments. When we pioneered in this type of merchandising in 
the jewelry field, there was no source to which we could turn for guidance 
on the inevitable problems. It is a different type of business and no one had 
experience in it. After a great deal of effort, time, and money setting up 
the necessary procedures, we feel we now have one of the most experienced 
management groups in the jewelry industry for this type of retailing. In 
the course of pioneering, we uncovered some totally unexpected aspects of 
its economic factors which can, in the future, make the difference between 
a profitable and a losing operation. It is a highly competitive, low margin, 
cash business. We have set up a separate division known as Fairlease, Inc. 
(a wholly owned subsidiary), with separate personnel and leadership to 
operate this branch of our business. 

During the fiscal year we opened a total of 26 leased departments in five 
major chains. Some of these departments have been operating approximately 
nine months, whereas many were opened only two to four months prior to 
the close of our fiscal year. Obviously, in the $373,000 loss are opening 
operational costs of these departments and numerous non-recurring expenses. 
Despite the limited period these departments have been operating, they added 
$1,400,000 to our net sales, which contributed to the net earnings of Fairfax 
Distributing Company, a wholly owned subsidiary. 






4. As shown on the attached certified statement, our total consolidated loss of 
$589,000 resulted from the losses in Kay retail stores, in the leased depart¬ 
ments, and in other subsidiaries. 

We are anxious to have you know what we think the current fiscal year will produce. 
Although leased departments for jewelry in discount stores are a radically new develop¬ 
ment in our industry and are still in some degree experimental, we feel that the 26 
departments now operating have a strong potential and will make a contribution to 
net profit in the consolidated Company during the current fiscal year. It is the 
Company’s intention to open 28 additional leased departments between June and 
November of this year. Obviously, we do not believe the 28 new departments will 
be able to make a profit this calendar year because of opening and nonrecurring 
expenses. It is anticipated that the 54 leased departments will contribute about 
$8,000,000 to the Company’s net volume in 1962. 

Our opinion is that Kay Stores are now poised to take advantage of the betterment 
appearing generally in our economy, and consequently we look forward to a success¬ 
ful year. Management’s efforts to increase the profitability of the regular Kay Jewelry 
Stores have been pursued no less vigorously and imaginatively than its efforts to 
develop the leased department business. In addition, your Company is now engaged 
in an intensive program to improve its merchandising techniques. New goals and 
incentives have been established, together with a new inspection and supervisory 
system, and a “crash program” to assist stores which fell below their quotas. Heavy 
emphasis has been placed on style and the importance of the Kay “image” of stores 
distinguished for fashion and taste. 

The early results of our new program became evident in mid-1961 when the Com¬ 
pany’s net profit was greater in June, 1961 and its volume of business rose to 22% 
above volume in the corresponding month of the previous year. The true dramatic 
nature of this upturn becomes more apparent when it is contrasted with volume in the 
preceding month of May, 1961 when business was 30% below that of May, I960. 

In the fall and winter months, when the planned acceleration of our program will 
be assisted by the usual seasonal increase in business, and improved economy, we 
look for even more impressive results. In September, while this is being written, the 
Company’s volume of business is running approximately 10% ahead of last year, 
and we feel it will produce a better result than September, I960. 

The outlook for our fiscal year ending June 30, 1962 is also optimistic. We feel 
confident that volume will show a substantial gain and will result in a normal margin 
of net profit. 

It has been a policy of this Company to pay dividends only from earnings. Since the 
Company lost money during the fiscal year ended June 30, 1961, we must forego 
paying dividends until the necessary earnings are made. 

The task of management in effecting the planned expansion and improvement of our 
operations has been very greatly facilitated by the support of our Directors and by the 
diligence and enthusiasm of the Officers and Staff. With confidence in their continued 
support and renewed efforts, we look forward to better results in 1962. 


Respectfully submitted, 



September, 1961. 


C. D. KAUFMANN, President 








KAY JEWELRY STORES, INC A 


CONSOLIDATED BALANC 


ASSETS 


CURRENT ASSETS: 

Cash --- 

Marketable securities ..... 

Accounts and notes receivable: 

Trade instalment balances (a portion of which 

is due after one year)-- $10,656,140 

Other trade accounts and notes...- 1,087,926 

$11,744,066 

Less allowances for doubtful balances and 

unearned service fees. 718,400 


Merchandise inventories, at the lower of cost 
or market, determined principally by the retail 

inventory method - 

Prepaid expenses --- 

TOTAL CURRENT ASSETS____ 


$ 3,502,428 
13,442 


11,025,666 

9,671,256 

203,536 

$24,416,328 


OTHER ASSETS: 

Investments in, and advances to, associated com¬ 
panies (Note 1) --- $ 389,404 

Cash surrender value of insurance on lives of 

officers ---- 205,568 

Unamortized discount on 5 Yi% note. 102,527 

Miscellaneous --- 161,2 04 


858,703 


PROPERTY AND EQUIPMENT—at cost: 

Land __- $ 100,000 

Building and building improvements, less ac¬ 
cumulated depreciation of $95,153. 579,302 

Leasehold and leasehold improvements, less ac¬ 
cumulated amortization of $568,934.... 832,708 

Furniture and fixtures, less accumulated deprecia¬ 
tion of $565,484 924,666 

Automobiles, less accumulated depreciation of 

$5,950 .~. 4,320 


2,440,996 

$27,716,027 


See notes to fim 






























ND SUBSIDIARY COMPANIES 


S SHEET JUNE 30, 1961 


LIABILITIES AND STOCKHOLDERS’ INVESTMENT 


CURRENT LIABILITIES: 

Notes and loans payable: 

Banks _ $ 4,454,750 

5 Yl% note—current portion _____—. 350,000 

Others ___ 45,746 

Trade accounts payable and accrued expenses..—. 3,163,083 

Federal income taxes (Note 2)__ 408,565 

Federal excise and other taxes..... 807,173 

TOTAL CURRENT LIABILITIES.-.. $ 9,229,317 

OTHER LIABILITIES: 

Deferred federal income taxes on gross margin 

(Note 2) .....-. $ 1,318,258 

5 Vl% note payable due in equal annual instal- 


Mortgage payable on land, building and building 
improvements, interest at 4 Vl% (including 
$12,800 due within one year)—payable in 
quarterly instalments of $8,125 on account of 

principal and interest until maturity in 1976.. 442,978 6,061,236 


MINORITY INTEREST IN SUBSIDIARY COMPANIES: 


Preferred stock --- $ 26,461 

Common stock and surplus...-.. 1,170,994 


STOCKHOLDERS’ INVESTMENT: 

Capital stock, par value $1 share (Note 4): 

Authorized, 1,000,000 shares 

Issued and outstanding, 599,260.—. $ 599,260 

Additional paid-in capital---- 10,095,214 

Retained earnings (Note 3)... 598,389 

Cost of 5,800 shares of capital stock held in 

treasury (deduction •)-- 64,844* 


1,197,455 


11,228,019 

$27,716,027 


mdal statements 
































KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 

CONSOLIDATED ADDITIONAL PAID-IN CAPITAL 
AND RETAINED EARNINGS 
YEAR ENDED JUNE 30, 1961 


ADDITIONAL PAID-IN CAPITAL: 

Balance, July 1, I960. $ 9,879,970 

Excess of book value of net assets of subsidiaries acquired over 

par value of common stock issued therefor.... 79,195 

Excess of market value over par value of common stock issued 
as a dividend. 136,049 

Balance, June 30, 1961 - $10,095,214 


RETAINED EARNINGS: 

Balance, July 1, I960___ $ 1,508,807 

Net Loss_ 588,639* 

$ 920,168 

Dividends paid: 

Cash—$.30 per share- $174,114 

2% stock dividend of 11,607 shares recorded at 
approximate market value... 147,665 321,779 

Balance, June 30, 1961_ $ 598,389 


Red figure 

























KAY JEWELRY STORES, INC. 
AND SUBSIDIARY COMPANIES 


CONSOLIDATED LOSS 
YEAR ENDED JUNE 30, 1961 


INCOME: 

Net sales (including $2,595,430 to associated companies). 

Dividends, interest, service fees and other income. 


COSTS AND EXPENSES: 

Cost of sales (including buying and occupancy 

expenses) - $15,812,905 

Administrative, publicity and selling expenses.. 9,386,811 
Interest expense- 507,624 

Earnings applicable to minority interests in sub¬ 
sidiary companies _ 15,034 

Other - 60,866 


Federal income taxes (Note 2)- 

NET LOSS_ 

See notes to financial statements. 


$23,384,717 

1,838,684 

$25,223,401 


25,783,240 

$ 559,839* 

28,800 


$ 588,639* 


Red figure 




















KAY JEWELRY STORES, INC. 

AND SUBSIDIARY COMPANIES 
NOTES TO FINANCIAL STATEMENTS 

The accompanying consolidated financial statements include the financial statements 
of Kay Jewelry Stores, Inc. and its majority-owned subsidiary companies. 

1. Investments in, and advances to, associated companies: 

The items included under this caption consist of loans ($123,960) and invest¬ 
ments ($265,444) in the capital stock of 12 associated store corporations. The 
equity in the net assets of these store corporations amounted to approximately 
$314,000 at June 30, 1961. 

2. Federal income taxes: 

Gross margin on instalment sales is taken into income at the time the sales are 
made, that is, on the accrual basis. Provision for federal income taxes is made on 
such gross margin, including that portion deferred for federal income tax purposes. 
The federal income tax provision for the year ended June 30, 1961 is $28,800 
on the accrual basis as compared with $311,000 on the cash collection basis used in 
filing tax returns. The latter amount is included under current liabilities while the 
difference of $282,200 has been deducted from deferred federal income taxes. 
Federal income taxes are computed on an individual basis for each company included 
in the consolidated financial statements. When a company incurs a loss a tax credit 
is recorded as a claim for refund of taxes paid in prior years or as an adjustment of 
deferred income taxes accrued in prior years. To the extent that such credits are not 
available, no tax effect of the loss is recorded in the current year. Because of un¬ 
recorded tax credits, a provision for federal income taxes is required despite a 
consolidated loss before federal income taxes. 

At June 30, 1961, subsidiary companies had incurred losses aggregating $594,000 
which are available to reduce future years taxable income of such subsidiaries. 

3. 5V2% note payable: 

The loan agreement relating to the 5V3% note payable contains certain restrictions 
relative to, among other things, the payment of cash dividends, purchase of the Com¬ 
pany’s capital stock and maintenance of consolidated current assets. Accordingly, as 
of June 30, 1961 the Company may not pay cash dividends on its capital stock. 

4. Stock options and warrants: 

The Board of Directors has granted five-year options to purchase 25,000 shares of 
the Company’s common stock to the president of the Company. The option price is 
$19.80 a share, 110% of the market price at the date of grant, January 9, 1959. 
Options to purchase 5,000 shares became exercisable on January 9, I960 and the 
remainder became exercisable one year thereafter. 

In connection with the arrangement for the 5V3% note payable, five-year warrants 
to purchase 25,000 shares of the Company’s common stock were granted on January 
31, 1959 to a non-affiliated corporation. The warrants may be exercised in whole 
but not in part at a price of $19.00 a share. 

On October 15, 1959, the Company adopted a restricted stock option plan for the 
benefit of employees. Under the plan 35,000 shares have been reserved for issuance 
at a price which will be not less than 95% of the market value at the date of grant. 
At June 30, 1961 no stock options had been granted. 

5. Long-term leases: 

At June 30, 1961, companies included in the accompanying consolidated financial 
statements were lessees under 76 leases having terms of more than three years from 
that date with minimum annual rentals of $878,000 plus, in some cases, real estate 
taxes and, in certain instances, increased amounts based on percentages of sales. No 
individual lease is deemed significant in relation to the enterprise as a whole, the 
highest minimum annual rental being $36,000. 57 of such leases expire prior to 

June 30, 1971. 






Board of Directors, 

Kay Jewelry Stores, Inc., 

Washington, D. C. 

We have examined the consolidated balance sheet of Kay Jewelry Stores, Inc. and 
subsidiary companies as of June 30, 1961 and the related consolidated statements of 
earnings, additional paid-in capital, and retained earnings for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing pro¬ 
cedures as we considered necessary in the circumstances. 

In our opinion, the accompanying financial statements present fairly the consoli¬ 
dated financial position of Kay Jewelry Stores, Inc. and subsidiary companies at June 
30, 1961, and the consolidated results of their operations for the year then ended, in 
conformity with generally accepted accounting principles applied on a basis consistent 
with that of the preceding year. 

Certified Public Accountants. 

Washington 5, D. C. 

September 15, 1961. 
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